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UNITED STATES GENERAL ACCOUNTING OFFICE

it lllIHlHI||||NIIIlIHIHIllHHlW!liﬂll\”ll!
143 FERERAL OFFICE BUILDING, 50 FULTOMN STREET

'SAN FRANGISCO, CALIFORNIA 94102 LM0B3289

IN REPLY REFER TO: ’ October 9, 1970
26337 | : '

" Mr. Ben A. Burk
Regional Commissioner of Customs
- Federal Building and Courb House'
450 Golden Gate Avenue
Box 36117
San Franeisco, Californis 94102

Dear Mr, Burks

o We have examined into the Bureau of Customs procedures and
controls over merchandise entered in the San Francisco Foreign
Trade Zone and bonded warehouses, Our survey was performed pri=
marily at the Sen Frencisco Distriet Office and at the FPoreign
Trade Zone,

On the basis of our survey, we found the San Francisco Digm
triet Office could strengbhen its management controls over merw
chandise imported into the Foreign Trade Zones (FTZ) and class 8
warehouses, Our findings were discussed with Regional and Dis=-
trict officials who advised that sppropriate corrective action
would be taken, These points are sumarized below for your inw
formation and such further action as you mey consider necessary.
Although our survey was limited to the San Francisco District,
the weaknesses found at the FIZ and bonded warehouse were similar

" and may alsco apply to controls el other Customs Districts withmn
your Region,

Need to improve physical and documentary
control over zone and warehouse merchandise

Our survey showed that physical security controls at the
TTZ and class 8 warehouse were not in accordance with applicable
laws and/or regulations, and that inventory controls, particue-
larly the "master lot" procedure at the FTZ, were not adequate
to maintain control over merchandise.

FI7 regulations require zone facilities be sufficient to
prevent unauthorized entry by persons, conveyances, and merchari-
dise., We observed, however, that persons and merchandise are
allowed to pass freely in and out of the zone facllities withoub
notificetion to or inspection by Burean of Customs personnel, Wl

| 9 )RY -
| | ' “u'" ln' M { M L """"'""'"'m'" | uﬂ'"""m::}: W@Cﬂ m "'"""JL % JN | M‘

...............
.......... » {" (D




I

' Mr. Ben A. Burk . w2 -

At one mone locabtion we noted that elevabors used for trans-
porbing merchandise from the zone were not secured during peri=
ods when the location was not under Customs surveillance, Also,
at two zone locations the trade zone operators have access to
Customs inspectors?! offices, and at one of these zones the op-
erabor has access to Bureau of Customs records.

Bureau of Customs procedures require that inventories of
FTZ merchandise be taken at least once each year, and that ade=
quate records be maintained to ddentify the merchandise invernw
toried and the results of such examinations, At the one sub=
zone location, no inventory has been taken since the location
was established in 1963. We were informed that, at another
location of the FIZ, a spot check of the merchandise was taken
in 1969; however, the records were lost and no subsequent checks
have been made, District officials said, at the time of our rew
view, that they plan to take inventories at these two locations
in the near future., We found also that, although the Custonms
manual provides that inventory checks of bonded warehouses will
be made on an annual basis, no inventory checks were made during
1969 at the warehouse reviewed., Also, our review showed that
there was no record of an inventory check at the bonded ware-
house since October 1966.

Our review showed also that the District office was relying -

on the zone operators' inventory records without audit or veri=-
fication for merchandise handled in '"master lots" by zone operam
tors. A master lot is composed of several individual entries |
(lots) of similar merchandise entered into the zone, The Dis=

" trict office does not, however, maintain identity of the

individual lots and when merchandise is withdrawn no reconciliae
tion is made by Customs to the original zone lot entry, We were
advised that Customs had not maintained separate inventory
records because it would be a duplication of the records maine
tained by the zone operator. In our opinion, the master lot
records do not provide adequate control over merchandise imported
into foreign trade zones.

We found also thet, at one zone location, liquor was re-
packed without Customs supervision, to consolidate cases which
had missing and broken bottles., According to Customs officials,
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the zone operators are held accountable for dubies and taxes on
shortages of bottles but not on broken bottles for which breakege
could be evidenced by bottlenecks. We observed numerous boxes
containing bottlenecks, stored in various locations throughout
the warehouse, which were not under Customs supervision, We
found that no controls had been established to prevent the reuse
of bottlenecks to cover inventory shortages,

In discussing these points with Region and District office
officials, we were advised that action would be taken to review
the security precautions at the zone facilities, and that invens
tories of zone and warehouse merchandise would be taken, We were
advised that action would be taken to review Ilnventory controls
over maskter lots and that controls would be instituted for the
bottlenecks,

Need to determine the current value of imported
merchandise manipulated in the subzone

In 1963, a subzone was esbablished in San Francisco for the '
exclusive use of a clothing design and manufacturing compeny.
The company imports bolbs of woven woolen fabries and cuts the
fabrics into pieces suitable for manufacture of women's garments.
The rate of duty at the time of the establishment of the zone,
and still in effect at the time of our review, was 38 percent
ad valorem plus 37.5 cents per pound on bolts of woven fabric,
bub only 21 percent ad valorem plus 25 cents per pound on finished
or semifinished garments. '

A report on subzone operations issued by the Regional Office
in September 1968 recommended that the District Director initiate
a study to determine the amounts of foreign costs and expenses
added to garments imported through the subzone., These costs are
used to caleulate the amount of duly to be assessed on manipulated
merchandise, The report pointed out that the foreign costs and
expenses had remained unchanged since the establishment of the
subzone in 1963 and that it is probable there has been a substan=
tial change in these costs.

At thé”completion of our review, the District office had not
determined & new value for the fabric., In discussing this matter
with Regional and District officials, we were informed that the
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Tinol liguidation of duby payments by the subzone opefatmr are
being held up awalting information on the foreign costs and exw-
penses involved.,

We would like to receive your comments on the above matters.
We appreciate the cooperation extended to our represenbabives by
you and your staff and were pleased to see the interest displayed
by Customs officials in acting to resolve the above matters,

Sincerely yours, .

‘A, M. Clavelli
Regionel Mansger






